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Dear Sir/Madam, 

 

Scope Ratings welcomes the opportunity to provide comments on the consultation paper 

published by the European Securities and Market Authorities on April 2, 2024, on the 

Proposed Revisions to Commission Delegated Regulation (EU) 447/2012 and Annex I of CRA 

Regulation.  

The proposed revisions aim to ensure that CRAs systematically capture relevant ESG risks in 

credit ratings and improve transparency on their inclusion. The consultation also considers 

several broader amendments, which consistently support the integration of ESG factors in the 

regulatory framework. These relate to the extension of the approach applicable to credit 

ratings to rating outlooks, the clarification of the term ‘methodology’ and the potential merits of 

adding disclosure on the use of technological innovations in the rating process. Scope Ratings 

judges that these proposals will trigger significant structural changes for credit rating agencies, 

both from a methodological and an operational standpoint, beyond capturing ESG risks and 

associated disclosures. 

Scope Ratings agrees with the proposed revisions and supports the initiative to introduce 

greater transparency in the rating process, from methodology to press releases and from credit 

ratings to rating outlooks, including sustainability-related matters. Over the years, Scope 

Ratings has implemented actions that are aligned with this goal, by continually refining rating 

action releases’ structure to better present ratings’ construct, rating change drivers, or the 

greater integration of material E, S, or G factors across asset classes, particularly climate 

change risk.  

However, Scope Ratings believes that the practical implementation of the proposed 

amendments, under their current form, could have the unintended consequence of affecting 

the ability of small and mid-sized CRAs – including Scope Ratings - to compete on a level 

playing field with market leaders by creating significant operational challenges. Some of the 
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proposed changes may also add complexity in the rating process while not necessarily serving 

investors better.   

The challenges posed by certain of these proposals could distort competition among CRAs 

with the potential consequence of rapidly reinforcing the market dominance of a few very large 

CRAs which benefit not only from large investment capacities but also from privileged 

proprietary data access, and extensive market coverage. The specific issues include: 

i) The proposed additional disclosure on validation techniques could negatively affect 

the market perception on validation by mid-sized and small CRAs, which typically 

exhibit more limited historical track record, narrower market coverage and less 

extensive datasets available to perform validations. We would like to emphasize 

that transparency regarding validations is part of the ongoing dialog between 

individual CRA and regulators. One possible consideration could be to pool 

validation materials, such as historical data, at industry level but this approach is 

not without operational challenges either. 

ii) From an operational standpoint, CRAs of different sizes do not have the same 

capacity to allocate substantial resources to support functions in order to 

implement these revisions. Therefore, it is crucial to consider measures that 

preserve the ability of mid-sized and small CRAs to adequately compete with 

market leader CRAs. 

The challenges which could complicate the rating process include:  

i) The uncertainty and lack of sufficient clarity stemming from the reference to very 

broad concepts and broad requirements referring to ‘framework’, ‘process’, 

‘technological innovation’. A consideration could be to further clarify definitions and 

outline regulatory expectations. 

ii) The comprehensive, rather than targeted and gradual, extension of the existing 

validation approach to rating outlooks fails to sufficiently account for the unique 

nature of outlooks. Outlooks provide information on the long-term direction of credit 

ratings, a concept distinct from credit ratings themselves, which CRAs define as 

credit risk, default risk, or expected credit losses. 

As a result, the proposed revisions could hinder the establishment of a level playing field 

among CRAs of various sizes, hence negatively affecting the diversity of credit opinions, and 

impairing the readability of rating methodologies, reports, and press releases. Greater details 

regarding regulatory expectations and a transitory approach based on proportionality will 

greatly support the orderly implementation of these proposals.  

1. Regarding the specific integration of E, S and G factors in rating methodologies (as 

frameworks) and the specific transparency requirements in press releases and reports, 

Scope Ratings fully supports the objective to raise awareness around ESG factors in default 

risk analysis. Scope Ratings agrees that materiality assessments, as a preliminary step, to 

determine the relevance of ESG considerations in the credit rating process, should remain 

paramount. Focusing on materiality is essential to prevent the risk of extended developments 

on ESG considerations in response to regulatory requirements, which may not be relevant 

credit risk drivers. Excessive focus on ESG considerations could contribute to an imbalanced 

and unrepresentative depiction of key credit variables and rating rationale, ultimately not 

serving the best interest of investors. Scope Ratings believes it is crucial to emphasize ESG 
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factors without diverting rating agencies from systematically selecting and disclosing the most 

relevant credit risk factors within a broader risk taxonomy. While enhanced relevant ESG 

disclosure is beneficial, it must not result in a perceived underrepresentation of non ESG 

relevant risk factors. 

2. Regarding the proposed extension of the approach to rating outlooks, the objective is 

to align the Delegated Act with the CRA regulation (EU No 462/2013), and Scope Ratings 

agrees that this amendment is warranted to avoid any potential conflict or uncertainty among 

applicable legal sources. However, Scope Ratings would like to emphasize that, in practice, 

this extension will introduce significant operational challenges if rating outlooks are due to be 

validated as specific objects, considering they significantly differ from credit ratings by nature. 

While credit ratings are opinions on credit quality – defined by CRAs define, as the likelihood 

of default or expected loss, outlooks – outlooks are opinions regarding the likely direction of 

credit ratings in the near future rather than an opinion on creditworthiness. Efforts to comply 

with the proposed revisions, may lead to the implementation of practical solutions which may 

not ultimately benefit investors. For instance, CRAs could insert much longer enumerations of 

potential rating change drivers in rating outlook sections to cover tail risks, or purely rhetorical 

considerations to address all possible scenarios.  

While there is considerable value to enhance the level of transparency regarding outlooks, the 

intrinsic volatility and the focused short-term horizon of rating outlooks will result in a lack of 

stable benchmarks which are an essential requisite for sound and consistent validation 

techniques. As a consequence, a considerable amount of discretionary judgment would be 

needed to perform the requested validation, and such judgement may not be easily 

determined, nor validated ex ante. This difficulty stems from the rating outlooks’ intrinsic short-

term, forward-looking nature and the inherent challenge of ranking future outcomes with high 

confidence. Scope Ratings has reservations about the feasibility of practically implementing 

the proposal, especially concerning the definition of absolute validation thresholds to assess 

the predictiveness and timeliness of rating outlooks. Establishing commonly agreed validation 

thresholds for rating outlooks is a critical step because these thresholds would be intended, 

when crossed, to trigger corrective actions, as is customary for credit ratings.  

3. On the clarification of the term ‘methodology’, Scope Ratings agrees that providing a 

clear and comprehensive list of methodological elements enhances transparency and 

welcomes this proposal. Scope Ratings is of the opinion that effective implementation of the 

proposal would benefit from a more precise enumeration of methodological components, 

drawing from the accumulated regulatory experience in this area. At the moment, the broad 

concept of “framework” and the reference to an open-ended list of methodological materials 

do not fully achieve the clarification objective.  

Regarding the proposed increased publicity about methodology validation, Scope Ratings 

anticipates the proposal, under its current form, may disproportionately increase barriers to 

entry for smaller CRAs that may have adequate but more limited in-house proprietary 

quantitative data available. Scope Ratings notes that the methodology validation process 

already occurs under a strict regulatory oversight and that the existing regulatory framework 

recognizes the possibility to rely on different validation techniques. Introducing a requirement 

to publish additional materials on validation processes, for better comparability across rating 

agencies may contradict the acknowledgement that different degrees of refinement are 
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needed to allow for the emergence of a diverse base of opinion providers and ensure a level 

playing field among them. Large CRAs benefit from quasi monopolistic or proprietary access 

to certain datasets, ample internal historical track record, or broad market coverage size, 

which could be perceived by market participants as superior when considering increased 

publicity about the validation depth or validation techniques. Scope Ratings therefore 

considers it necessary to ensure CRAs with access to different data sets, more limited market 

reach and shorter track record with access to necessary validation material, prior to 

implementing increased publicity about methodology validation, for instance by allowing CRAs 

to rely on validation materials available industry-wide.  

4. Regarding the merits of including specific disclosure requirements on the use of 

technological innovations (such as artificial intelligence) in the rating process, Scope 

Ratings sees potential merits in expanding disclosure on this topic. It would foster digital 

innovation, increase transparency and raise awareness in the rating industry on innovative 

approaches while working towards the establishment of a level playing field among CRAs.  

Scope Ratings believes that the general objective to provide transparency or effective 

regulatory oversight on the rating process already require de facto that CRAs elaborate on the 

use of technological innovations whenever they contribute to the elaboration of credit ratings 

and outlooks.      

To enable an effective implementation of the proposal, Scope Ratings will welcome a greater 

precision and specification regarding the types of technological solutions that would require 

specific disclosures and under which circumstances disclosures would be required. Scope 

Ratings understands this matter is still work in progress and anticipates that the dialog with 

regulators on this topic will continue to evolve. 

The specific answers to the questions asked in the consultation document are provided in the 

Appendix to this letter.  

Yours sincerely, 

 

 

 

 

Guillaume Jolivet Matthias Böhm 
Managing Director Managing Director 
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Appendix  

Q1: Do you agree with the above proposed changes in Article 1? If not please explain. 

Proposed answer / any alternatives ESMA should consider 

Yes, Scope Ratings agrees that providing a clear and comprehensive list of methodological elements 
enhances transparency and welcomes this proposal.  

Scope Ratings is of the opinion that effective implementation of the proposal would benefit from a 
more precise enumeration of methodological components, drawing from the accumulated 
regulatory experience in this area. At the moment, the broad concept of “framework” and the 
reference to an open-ended list of methodological materials do not fully achieve the clarification 
objective. 

The uncertainty and lack of sufficient clarity stemming from the reference to very broad concepts 

and broad requirements referring to ‘framework’, ‘process’, ‘technological innovation’ could 

complicate the rating process. A consideration could be to further clarify definitions and outline 

regulatory expectations. 

Regarding the proposed extension of the approach to rating outlooks, the objective is to align the 

Delegated Act with the CRA regulation (EU No 462/2013), and Scope Ratings agrees that this 

amendment is warranted to avoid any potential conflict or uncertainty among applicable legal 

sources.  

However, Scope Ratings would like to emphasize that, in practice, this extension will introduce 

significant operational challenges if rating outlooks are due to be validated as specific objects, 

considering they significantly differ from credit ratings by nature. While credit ratings are opinions 

on credit quality – defined by CRAs define, as the likelihood of default or expected loss, outlooks – 

outlooks are opinions regarding the likely direction of credit ratings in the near future rather than 

an opinion on creditworthiness. Efforts to comply with the proposed revisions, may lead to the 

implementation of practical solutions which may not ultimately benefit investors. For instance, 

CRAs could insert much longer enumerations of potential rating change drivers in rating outlook 

sections to cover tail risks, or purely rhetorical considerations to address all possible scenarios.  

While there is considerable value to enhance the level of transparency regarding outlooks, the 

intrinsic volatility and the focused short-term horizon of rating outlooks will result in a lack of stable 

benchmarks which are an essential requisite for sound and consistent validation techniques. As a 

consequence, a considerable amount of discretionary judgment would be needed to perform the 

requested validation, and such judgement may not be easily determined, nor validated ex ante. This 

difficulty stems from the rating outlooks’ intrinsic short-term, forward-looking nature and the 

inherent challenge of ranking future outcomes with high confidence.  

Scope Ratings has reservations about the feasibility of practically implementing the proposal, 

especially concerning the definition of absolute validation thresholds to assess the predictiveness 

and timeliness of rating outlooks. Establishing commonly agreed validation thresholds for rating 

outlooks is a critical step because these thresholds would be intended, when crossed, to trigger 

corrective actions, as is customary for credit ratings.  
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The comprehensive, rather than targeted and gradual, extension of the existing validation approach 

to rating outlooks fails to sufficiently account for the unique nature of outlooks and could 

complicate the rating process. Outlooks provide information on the long-term direction of credit 

ratings, a concept distinct from credit ratings themselves, which CRAs define as credit risk, default 

risk, or expected credit losses. 

As a result, the proposed revisions could hinder the establishment of a level playing field among 

CRAs of various sizes, hence negatively affecting the diversity of credit opinions, and impairing the 

readability of rating methodologies, reports, and press releases. Greater details regarding 

regulatory expectations and a transitory approach based on proportionality will greatly support the 

orderly implementation of these proposals.  

 

Q2: Do you agree with the changes proposed in Article 3? If not, please explain. 

Proposed answer and any alternatives ESMA should consider: 

Yes, in line with the answer to question 1, Scope Ratings welcomes initiatives to clarify the term 

‘methodology’ and agrees that providing a clear and comprehensive list of methodological 

elements is essential for regulatory compliance. 

Regarding the extension of the approach to rating outlooks, Scope Ratings agrees that this 
amendment is warranted to avoid any potential conflict or uncertainty among applicable legal 
sources.  However, Scope Ratings would like to emphasize that, in practice, this extension will 
introduce significant operational challenges if rating outlooks are due to be validated as specific 
objects, considering they significantly differ from credit ratings by nature (see answer to question 
1). 

However, Scope Ratings believes that the practical implementation of the proposed amendments, 

under their current form, could have the unintended consequence of affecting the ability of small 

and mid-sized CRAs – including Scope Ratings - to compete on a level playing field with market 

leaders by creating significant operational challenges. Some of the proposed changes may also add 

complexity in the rating process while not necessarily serving investors better.   

The challenges posed by certain of these proposals could distort competition among CRAs with the 

potential consequence of rapidly reinforcing the market dominance of a few very large CRAs which 

benefit not only from large investment capacities but also from privileged proprietary data access, 

and extensive market coverage. The specific issues include: 

The proposed additional disclosure on validation techniques could negatively affect the market 

perception on validation by mid-sized and small CRAs, which typically exhibit more limited historical 

track record, narrower market coverage and less extensive datasets available to perform 

validations. We would like to emphasize that transparency regarding validations is part of the 

ongoing dialog between individual CRA and regulators. One possible consideration could be to pool 

validation materials, such as historical data, at industry level but this approach is not without 

operational challenges either. 
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From an operational standpoint, CRAs of different sizes do not have the same capacity to allocate 

substantial resources to support functions in order to implement these revisions. Therefore, it is 

crucial to consider measures that preserve the ability of mid-sized and small CRAs to adequately 

compete with market leader CRAs. 

 

Q3: Do you agree with the changes proposed in Article 4(1)(d)? If not, please explain. 

Proposed answer and any alternatives ESMA should consider: 

Yes, Scope Ratings agrees that providing a clear and comprehensive list of methodological 

elements, in a consistent manner, is essential for regulatory compliance.  

 

Q4 Do you agree with the proposed changes in Article 4(2) to the Delegated Regulation? If not, 
please explain. 

Proposed answer and any alternatives ESMA should consider: 

Yes, Scope Ratings fully supports the objective to raise awareness around ESG factors in default risk 

analysis. Scope Ratings agrees with the proposed revisions and supports the initiative to introduce 

greater transparency in the rating process, from methodology to press releases and from credit 

ratings to rating outlooks, including sustainability-related matters. Over the years, Scope Ratings 

has implemented actions that are aligned with this goal, by continually refining rating action 

releases’ structure to better present ratings’ construct, rating change drivers, or the greater 

integration of material E, S, or G factors across asset classes, particularly climate change risk.  

Scope Ratings judges that these proposals will trigger significant structural changes for credit rating 

agencies, both from a methodological and an operational standpoint, beyond capturing ESG risks 

and associated disclosures. 

Scope Ratings agrees that materiality assessments, as a preliminary step, to determine the 

relevance of ESG considerations in the credit rating process, should remain paramount. Focusing 

on materiality is essential to prevent the risk of extended developments on ESG considerations in 

response to regulatory requirements, which may not be relevant credit risk drivers.  

Excessive focus on ESG considerations could contribute to an imbalanced and unrepresentative 

depiction of key credit variables and rating rationale, ultimately not serving the best interest of 

investors.  

Scope Ratings believes it is crucial to emphasize ESG factors without diverting rating agencies from 

systematically selecting and disclosing the most relevant credit risk factors within a broader risk 

taxonomy. While enhanced relevant ESG disclosure is beneficial, it must not result in a perceived 

underrepresentation of non ESG relevant risk factors.  
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Q5: Do you agree with the above proposed changes in Article 4(3) to the Delegated Regulation? 
If not, please explain why not. 

Proposed answer and any alternatives ESMA should consider: 

Yes, in line with answers to previous questions relating to the extension of the approach to rating 
outlooks, Scope Ratings agrees that this amendment is warranted to avoid any potential conflict or 
uncertainty among applicable legal sources. However, Scope Ratings would like to emphasize that, 
in practice, this extension will introduce significant operational challenges if rating outlooks are due 
to be validated as specific objects, considering they significantly differ from credit ratings by nature 
(see answer to question 1). 

 

Q6: Do you agree with the above proposed changes in Article 5 to the Delegated Regulation on 
Methodologies? If not, please explain why not. 

Proposed answer and any alternatives ESMA should consider: 

Yes, Scope Ratings agrees with the objective to ensure that credit rating methodologies are 

systematic, sufficiently detailed and consistent which will contribute to a more systematic 

consideration of ESG factors in credit ratings. 

However, Scope Ratings would like to emphasize that, in practice, this extension will introduce 
significant operational challenges if rating outlooks are due to be validated as specific objects, 
considering they significantly differ from credit ratings by nature (see answer to question 1). 

 

Q7: Do you agree with the above proposed changes in Article 6 to the Delegated Regulation on 
Methodologies? If not, please explain. 

Proposed answer and any alternatives ESMA should consider: 

Yes, in line with previous answers to questions relating to the extension of the approach to rating 
outlooks, Scope Ratings agrees that this amendment is warranted to avoid any potential conflict or 
uncertainty among applicable legal sources. However, Scope Ratings would like to emphasize that, 
in practice, this extension will introduce significant operational challenges if rating outlooks are due 
to be validated as specific objects, considering they significantly differ from credit ratings by nature 
(see answer to question 1). 

 

Q8: Do you agree with the proposed changes in Article 7 to the Delegated Regulation? If not, 
please explain. 

Proposed answer and any alternatives ESMA should consider: 

Yes, in line with previous answers to questions relating the extension of the approach to rating 
outlooks,  Scope Ratings agrees that this amendment is warranted to avoid any potential conflict or 
uncertainty among applicable legal sources. However, Scope Ratings would like to emphasize that, 
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in practice, this extension will introduce significant operational challenges if rating outlooks are due 
to be validated as specific objects, considering they significantly differ from credit ratings by nature 
(see answer to question 1). 

 

Q9: Do you agree with the proposed addition of new paragraph 5a in Annex I.D.I to the 
Delegated Regulation? If not, please explain. 

Proposed answer and any alternatives ESMA should consider: 

Yes, as indicated in response to Question 4, Scope Ratings fully supports the objective to raise 
awareness around ESG factors in default risk analysis, including in press releases or reports. 

Scope Ratings agrees that materiality assessments, as a preliminary step, to determine the 

relevance of ESG considerations in the credit rating process, should remain paramount. Focusing 

on materiality is essential to prevent the risk of extended developments on ESG considerations in 

response to regulatory requirements, which may not be relevant credit risk drivers.  

Excessive focus on ESG considerations could contribute to an imbalanced and unrepresentative 

depiction of key credit variables and rating rationale, ultimately not serving the best interest of 

investors.  

Scope Ratings believes it is crucial to emphasize ESG factors without diverting rating agencies from 

systematically selecting and disclosing the most relevant credit risk factors within a broader risk 

taxonomy. While enhanced relevant ESG disclosure is beneficial, it must not result in a perceived 

underrepresentation of non ESG relevant risk factors. 

 

Q10: Do you agree with the proposed change in Annex I Section A paragraph 9 of the CRA 
Regulation? If not, please explain. 

Proposed answer and any alternatives ESMA should consider: 

Yes, Scope Ratings agrees with the objective to further clarify the responsibility and scope of activity 
of the review function including for the validation of credit rating methodologies. Scope Ratings 
already complies with this approach. 

 

Q11: Do you agree with the proposed change to Annex I. Section D.I paragraph 2a. of the CRA 
Regulation? If not, please explain why not. 

Proposed answer and any alternatives ESMA should consider: 

Yes, Scope Ratings agrees with the general objective to provide sufficiently transparent disclosure 
on rating methodologies. 

Regarding the proposed increased publicity about methodology validation, Scope Ratings 

anticipates the proposal, under its current form, may disproportionately increase barriers to entry 
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for smaller CRAs that may have adequate but more limited in-house proprietary quantitative data 

available.  

Scope Ratings notes that the methodology validation process already occurs under a strict 

regulatory oversight and that the existing regulatory framework recognizes the possibility to rely 

on different validation techniques. Introducing a requirement to publish additional materials on 

validation processes, for better comparability across rating agencies may contradict the 

acknowledgement that different degrees of refinement are needed to allow for the emergence of 

a diverse base of opinion providers and ensure a level playing field among them. Large CRAs benefit 

from quasi monopolistic or proprietary access to certain datasets, ample internal historical track 

record, or broad market coverage size, which could be perceived by market participants as superior 

when considering increased publicity about the validation depth or validation techniques.  

Scope Ratings therefore considers it necessary to ensure CRAs with access to different data sets, 

more limited market reach and shorter track record with access to necessary validation material, 

prior to implementing increased publicity about methodology validation, for instance by allowing 

CRAs to rely on validation materials available industry-wide.  

 

Q12: Do you see merit in requesting a disclosure of the use of technological innovations such as 
Artificial Intelligence (AI) in the rating process? 

Proposed answer and any alternatives ESMA should consider: 

Yes, Scope Ratings sees potential merits in expanding disclosure on this topic. It would foster digital 

innovation, increase transparency and raise awareness in the rating industry on innovative 

approaches while working towards the establishment of a level playing field among CRAs.  

Scope Ratings believes that the general objective to provide transparency or effective regulatory 

oversight on the rating process already require de facto that CRAs elaborate on the use of 

technological innovations whenever they contribute to the elaboration of credit ratings and 

outlooks.    

To enable an effective implementation of the proposal, Scope Ratings will welcome a greater 

precision and specification regarding the types of technological solutions that would require specific 

disclosures and under which circumstances disclosures would be required.  

Scope Ratings understands this matter is still work in progress and anticipates that the dialog with 

regulators on this topic will continue to evolve. 
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